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REPORT OF THE AUDITOR-GENERAL TO THE UiVlPOPO PROVINCIAL LEGiSLATURE 
AND THE COUNCIL OH BLOUBERG LOCAL rVlUNICiPALITY 

REPORT OH THE FINANCIAL STATEMENTS 


Introduction 

1 . I was engaged to audit the financial statements of the Blouberg Local Municipality, which 
comprise the statement of financial position as at 30 June 2012, the statements of financial 
performance, statement of changes net assets and cash flows for the year then ended, and 
a summary of significant accounting policies and other explanatory information, as set out 
on pages xx to xx. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003)(MFMA) and Division 
of Revenue Act (Act No. 6 of 2011) (DoRA), and for such interna! control as the accounting 
officer determines is necessary to enable the preparation of financial statements that are 
free from material misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on conducting 
the audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA) and the General Notice issued in terms thereof and International Standards on 
Auditing. Because of the matters described in the Basis for disclaimer of opinion 
paragraphs, I w'as unable to obtain sufficient appropriate audit evidence to provide a basis 
for an audit opinion. 

Basis for disclaimer of opinion 

Revaluation reserve 

4. I was unable to obtain sufficient appropriate audit evidence to support the revaluation 
reserve balance of R16 484 759 included in the statement of changes in net assets (201 1- 
R2 955 375 152). Also included in revaluation reserve is an amount of R640 497 that was 
incorrectly allocated to the revaluation reserve instead of accumulated surplus. I was 
unable to confirm the balance by alternative means including the effect on property, plant 
and equipment. Consequently 1 v/as unable to determine whether any adjustments to the 
revaluation reserve balance were necessary. 

Accumulated surplus 

5. SA Standards of GRAP 3, Accounting Policies, Changes in Accounting Estimates and 
Errors requires that; 

• the entity shall disclose the nature of prior period error for each prior period 

presented, to the extent practicable, the amount of the correction for each financial 
statement line item affected; the amount of the correction at the beginning of the 
earliest prior period presented; and 

9 if retrospective restatement is impracticable for a particular prior period, tiie 

circumstances that led to the existence of that condition and a descri.otion of iiow 
and from when the error lias bean corrected. 
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6. I he municipality disclosed details of corrections to prior period errors amounting to R2 954 
734 655 in note 25 to the financial statements. However, these corrections were not 
affected to the accumulated surplus and comparative information was not restated in 
accordance with SA Standards of GRAP 3- Accounting Policies, Changes in Accounting 
Estimates and Errors. 


Inyentory 


7. There v/as no system of control over inventory records on which I could rely on for the 
purpose of my audit to obtain reasonable assurance that all inventory additions, issues, 
losses and write offs were properly recorded. 1 identified a number of duplicate inventory 
items in the accounting records including inventories that were disposed of and not removed 
from the accounting records. Consequently I v/as unable to determine whether any 
adjustments to the inventory balance of R32 244 597 (2011; R3 074 737) disclosed in note 
4 to the financial statements were necessary. 

Property, plant and equipment 

8. There are a significant number of items included in the property, plant and equipment 
balance of R2 378 828 344 in the financial statements that I could not physically verify. 
Furthermore, additional assets were identified that v/ere not included in the underlying 
accounting records. Moreover, assets which were classified as inventory were included in 
the asset register as part of property, plant and equipment amounting to R3 960 250. 
Consequently, I was unable to determine whether any adjustment relating to property plant 
and equipment in the financial statements was necessary. 

9. The municipality could not provide sufficient appropriate audit evidence to establish the 
value of assets procured during the year amounting to R17 516 607, as supporting 
documents were not provided. There were no satisfactory audit procedures that I could 
perform to obtain reasonable assurance that these assets are correctly valued and 
classified. Consequently I was unable to determine whether any adjustments relating to the 
additions in the financial statements v/as necessary 

10. The municipality did not review the useful lives and residual values of property, plant and 
equipment at each reporting date in accordance with the SA Standards of GRAP 17 - 
Property Plant and Equipment. I have not determined the correct net carrying amount and 
the effect on depreciation in the financial statements. 


11. In contravention to SA Standards of GRAP 3- Accounting Policies, Changes in Accounting 
Estimates and Errors, the municipality did not restate the prior period depreciation 
retrospectively for property, plant and equipment on the statement of financial performance. 
Consequently I was unable to determine the extent of any adjustments to the corresponding 
figure and the impact on accumulated surplus. 


Trade and other payables 

12. The suspense account balance of R727 847 included in trade and other payables was 
brougtit forward from the prior year. 1 he transactions in the sus, cense account were not 
cleared by the municipality in the year under review. In the absence of a reconciliation of this 
account, ! was unable to determine whether any adjustment relating to the suspense 
account was necessary including the effect on other account balances or classes of 
transactions contained in the financial statements. 
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The comparative amount for income received in advance amounting to Ft202 734 w. 
included in note 7 to the financial statements. Tfie comparative amount fo.r trade ant 
payables is understated by the above amount. 
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Trade and other receivables 

14. As per International Accounting Standard (IAS) 39, Financial Instruments - Recognition and 
Measurement, an entity first assesses whether objective evidence of impairment exists 
individually for financial assets that are individually significant, and individually or collectively 
for financial assets that are not individually significant. If an entity determines that no 
objective evidence of impairment exists for an individually assessed financial asset, whether 
significant or not, it includes the asset in a group of financial assets with similar credit risk 
chaiacteristics and collectively assesses them for impairment. Assets that are individually 
assessed for impairment and for which an impairment loss is or continues to be recognised 
are not included in a collective assessment of impairment assets that are individually 
assessed for impairment and for which an impairment loss is or continues to be recognised 
are not included in a collective assessment of impairment. Contrary to the above 
requirement, the municipality did not assess its receivables amounting to R14 881 473 for 
the impairments as per the above requirements. Consequently I was unable to determine 
whether any adjustment relating to the impartment in the financial statements was 
necessary. 

15. Included in other debtors (from non-exchange transaction) disclosed as per note 3 to the 
annual financial statements are credit balances amounting to R1 006 927 and consequently 
the balances of other debtors and creditors are understated by the same amount. 

16. Sufficient appropriate audit evidence could not be provided to confirm the existence of 
receivables amounting to R1 271 045 included in note 2 to the financial statements as there 
were no subsequent payments received from trade debtors. I was unable to confirm the 
existence of these assets by alternative means. Consequently I was unable to determine 
whether any adjustment relating to receivables in the financial statements was necessary. 
Consequently I could not establish the existence and valuation of accounts receivable 
balance disclosed as per note 2 to the annual financial statements. 

17. Provision for impairment on debtors as disclosed in note 16 to the annual financial 
statements includes an unexplained difference between the underlying accounting records 
and the financial statements amounting to R5 913 176. The municipality did not reconcile 
the difference between the financial statements and the underlying accounting records. 
Consequently, provision for bad debts account is understated and accumulated surplus 
accounts is overstated by the amount. 

Value Added Tax (\'AT) 

18. Based on the analysis and subsequent payments received from South African Revenue 
Service (SARS) on VAT receivables, it could not be established that the VAT receivables 
amounting to R11 752 790 (2011: R7 806 917) disclosed in the annual financial statements 
would be fully recoverable from SARS. The balance disclosed includes a significant amount 
which is carried forward from the prior year. Consequently I could not establish the valuation 
and allocation and existence of the VA f receivable balance disclosed in note 8 to the 
financial statements. 

Provision bonus 

19. SA Standards of GFTAP 19, F'rovisions, Contingent Liabilities and Contingent Assets require 
a provision to be made for present obligations incurred as a consequence of constructive 
and legal obligations, i he municipality has not made provision for bonuses payable to its 
senior managers in accordance with the requirements of the above standard. I have not 
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determined the amount of the provision that should have been raised in the financial 
statements as it was impractical to do so. 

20. The municipality did not disclose the prior year provisions for leave balances and long 
service awards as disclosed in note 9 to the annual financial statements, in the absence of 
adequate information, I could not quantify the amounts of the unused long term portion of 
leave balances and current portion of long service award. 

In egular expenditure 

21. The municipality could not provide supporting documents for contracts awarded amounting 
to R18 625 721. There were no satisfactory alternative audit procedures that I could perform 
to obtain reasonable assurance that contracts were awarded in accordance with the supply 
chain management regulations. Consequently, I was unable to obtain sufficient appropriate 
audit evidence to satisfy myself as to the completeness of irregular expenditure as disclosed 
in note 26 to the financial statements 


22. The municipality did not develop and implement any reliable system for the identification and 
recognition of irregular expenditure. There were no satisfactory alternative audit procedures 
that I could perform to obtain reasonable assurance that all irregular expenditure was 
properly recorded. Expenditure amounting to R1 235 022 were incurred in contravention 
with supply chain management regulations which did not form part of the disclosure. 
Consequently, 1 was unable to obtain sufficient appropriate audit evidence to satisfy myself 
as to the completeness of irregular expenditure amounting to R6 846 409, as disclosed in 
note 26 to the financial statements. 

Revenue 


23. There was no system of control over the recognition and recording of prepaid electricity 
revenue on which I could rely for the purpose of my audit, and there were no satisfactory 
audit procedures that I could perform to obtain reasonable assurance that all prepaid 
electricity revenue was properly recorded. Consequently, I was unable to obtain sufficient 
appropriate audit evidence to satisfy myself as to the completeness of prepaid electricity 
revenue of R6 486 488 (201 1 : R6 836 684). Thereby the valuation and completeness of the 
payments received in advance amounting to R 160 190 (2011; R202 734) as disclosed on 
note 7 of the financial statements. 

24. A proper revenue management system was not implemented for the meter reading and 
billing of electricity consumers. For a prolonged period, the municipality is billing consumers 
based on estimations instead of actual meter readings. There were no satisfactory 
alternative audit procedures that I could perform to obtain reasonable assurance that 
consumers were billed according to actual usage. Consequently, I was unable to obtain 
sufficient appropriate audit evidence to satisfy myself as to the accuracy, occurrence and 
completeness of electricity revenue amounting to R6 722 694 (2011;R6 036 684). 

25. The municipality could not provide adequate supporting documents for the revenue journals 
passed during the year amounting to Ri2 054 542. There was no satisfactory alternative 
audit procedure that I could peiform to obtain reasonable assurance that revenue was 
recorded correctly. Consequently, I could not obtain sufficient appropriate audit evidence to 
satisfy myself as to the occurrence, accuracy and completeness of the revenue of f''^195 298 
576 as disclosed in the statement of financial performance. 

DistnbuUoji losses 


20. Section 125(2)(d)(i) of ttie MFMA requires that the notes to the annual financial statements 
of a municipality niust disclose ttie particulars of any material losses The municipality did 
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not conduct an evaluation of material losses relating to v/ater and electricity for the year 
under review and no disclosure was made in the financial statements in accordance with the 
requirements of the MFMA 

Restatement of comparatives 

27. The municipality did not disclose the restatement of comparative balances in accordance 
with the SA Standards of GFtAP 3, Accounting Policies, Changes in Accounting Estimates 
and Errors. The municipality’s records did not permit the application of alternative audit 
procedures that I could perform to obtain reasonable assurance that all prior period errors 
were disclosed in the financial statements. 

Cash flow statement 

28. The SA Standards of GRAP 2, Cash flow statements requires that the municipality 
summarises the entity’s operating, investing and financing activities. The net cash flow from 
operating activities is understated v/\th an amount of R13 440 466. There were no 
satisfactory alternative audit procedures that i could perform to obtain reasonable 
assurance that all operating activities were properly recorded. Consequently, I could not 
obtain sufficient appropriate audit evidence to satisfy myself as to the occurrence and 
accuracy of the amount. Furthermore the comparative figures in the cash flow statement 
differ from the 2010-1 1 audited financial statements. The municipality could not provide 
sufficient appropriate audit evidence or reasonable explanations for these differences. 

Commitments 

29. The municipality did not disclose any commitments as it does not have a proper contract 
management system in place for the identification and disclosure of commitments. There 
were no satisfactory alternative audit procedures that I couid perform and quantify the 
liability towards capital commitments. 

Accounting policies 

30. The SA Standards of GRAP 1, Presentation of Financial Statements requires that an entity 
discloses all significant accounting policies required by the SA Standards of GRAP and 
policies critical to the understanding of the financial statements. Contrary to this the 
municipality has not disclosed the following accounting policies on the notes to the financial 
statements 

e Related parties 
® Commitments 
e Budget information 
» Events after reporting period 
e- Value added tax 

9 Employee benefits with sub headers short term, post retirement and long term benefits 
« Short term employee benefits- significant judgements and estimates 


DlscFalmar of opiniors 

3 i . Elecause of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not boon able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. AccorcJingiy, 1 do not express an opinion on tine financial 
statements. 


Emphasis of matter 

I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Restatement of con'esportding figures 

32, As disclosed in note 35 to the financial statements, the corresponding figures for 30 June 
201 1 have been restated as a result of an error discovered during 30 June 2012 in the 
financial statements of the municipality at, and for the year ended, 30 June 201 1 . 

Unauthorised expenditure 

33. As disclosed in the note 26 to the annual financial statements, the municipality incurred 
unauthorised expenditure as the unspent portion of conditional grants received amounting to 
R8 676 195 is not cash backed. 


Additional matters 

I draw attention to the matter below. My opinion is not modified in respect of this matter. 
Unaudited supplementary schedules 

34. The supplementary information set out on pages XX to XX does not form part of the financial 
statements and is presented as additional information. I have not audited this schedule and. 
accordingly, 1 do not express an opinion thereon. 
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REPORT QN OTHER LEGAL AND REGULATORY REQUIREMENTS 


35. In accordance with the PAA and the General Notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance 
with laws and regulations and internal control, but not for the purpose of expressing an 
opinion. 


Predetemuned objectives 

36. 1 performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages xx to xx of the annual 
report. 


37. The reported performance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefulness of information in the annual 
performance report relates to whether it is presented in accordance with the National 
Treasury annual reporting principles and whether the reported performance is consistent 
v/ith the planned objectives. The usefulness of information further relates to whether 
indicators and targets are measurable (i.e. well defined, verifiable, specific, measurable and 
time bound) and relevant as required by the National Treasury Framework for managing 
programme performance information. 


38. The reliability of the information in respect of the selected objectives is assessed to 
determine wtiethar it adequately reflects the facts (i.e. whether it is valid, accurate and 
complete). 


39. 


Ttiere v/ere no material findings on the annual perfosTnance report concerning the 
usefulness and reliability of Hie information 
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C^omp Hance v/ith laws and regulation s 

40. I performed procedures to obtain evidence that the entity has complied with applicable laws 
and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable 
laws and regulations as set out in the General Notice issued in terms of the PAA are as 
follows: 


Annual financial statements, parformance and annual report 

41. The financial statements submitted for auditing were not prepared in all material respects 
accordance with the requirements of section 122 of the MFMA. Material misstatements 


identified by the auditors were not adequately corrected, which resulted in the financial 
statements receiving a disclaimer of opinion. 
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42. The annua! performance report for the year under review does not include a comparison 
with the previous financial year, as required by section 46 (1)(c) of the MSA. 

43. The annual performance report did not contain a comparison of the performance of the 
municipality and of each external service provider with development priorities, objectives 
and performance indicators set out in its integrated development plan as required by section 
46 of the MSA. 


44. The performance report for the financial year under review was not prepared as required by 
section 46 of the MSA read with section 121(3)(c) of the MFMA 

45. In accordance with section 122 (1) of MFMA the municipality did not prepare and submit 
annual financial statements which; 


® fairly presented the state of affairs of the municipality, its performance against its 
budget, its management of revenue, expenditure, assets and liabilities, its business 
activities, its financial results, and its financial position as at the end of the financial year. 
® included the required disclosures. 

Procurement and contract management 


46. Goods and services with a transaction value of below R200 000 were procured without 
obtaining written price quotations from at least three different prospective providers as per 
the requirements of SCM regulation 17(a) and (c). 


47. Sufficient appropriate audit evidence could not be obtained that all procurement contracts 
were awarded in accordance with SCM Regulation 22(1)(b) and other legislative 
requirements and a procurement process v>/hich is fair, equitable, transparent and 
competitive, as all the contracts v/ere taken by the special investigation unit. 

Expendliiire marsagemeni 

48. Money owing by the municipality was not always paid within 30 days of receiving an invoice 
or statement, as required by section 65(2)(e) of the MFMA. 


49, An adequate management, accounting and information system was not in place which 
recognised expenditure when it was incurred, as required by section 65(2)(b) of the MFMA. 

oO. ! he accounting onicer did not take reasonable steps to prevent unauthorised expenditure, 
irregular expenditure and fruitless and wasteful expenditure, as required by section 62(1)(d) 
of the- MFMA. 


Condklona! grants 

51. Unspent conditional grant funds not committed to identifiable projects were not surrendered 
to the National Revenue Fund, as required by section 20(1) of the DoRA. 

52. The municipality did not disclose information as required by MFMA section 123(1)(f) when 
the National Treasury withheld funds from municipality due to unspent conditional grant for 
Integrated National Electrification Programme (INEP) for 2009-10 financial year. 

Revenue management 

53. An adequate management, accounting and information system was not in place which 
accounted for revenue when it is earned and accounted for debtors, as required by section 
64(2)(e) of the MFMA. 

Asset management 

54. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system v/hich accounts for the 
assets and liabilities of the municipality as required by section 63(2)(a) of the MFMA. 

55. An effective system of internal control for assets including an asset and liability register was 
not in place, as required by section 63(2)(c) of the MFMA. 

Internal Control 

56. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with laws and regulations. The matters reported below 
under the fundamentals of internal control are limited to the significant deficiencies that 
resulted in the findings on the annual performance report and the findings on compliance 
with laws and regulations included in this report. 

Leadership 

57. The accounting officer did not review the financial statements and the annual performance 
report prior to their submission for audit and thus the above matters were not identified and 
corrected 

58. The action plan to achieve clean audit outcome v/as not cascaded to all the staff responsible 
for the operations. The leadership did not adequately engage with operating staff to seek 
their co-operation in achieving the clean audit objective. 

59. Oversight responsibility regarding financial and performance reporting and compliance and 
related internal controls was not exercised. There were no constant performance monitoring 
and evaluation implemented for the employees in order to achieve the required performance 
objective. 

60. The accounting officer did not implement FIR management effectively to ensure that 
adequate and sufficiently skilled resources are in place 

Pinancial ar?d performance management 

61. Controls over daily and monthly processing and reconciling of transactions v»'ere not 
implemented by the accounting officer 

62. The financial statement.5 and otlier information to be included in the annual report are not 
reviewed for accuracy and completeness by the accounting officer. 
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63. During the year the post of Chief Financial Officer (CFO) was vacant and the newly 
appointed CFO depended on the consultants in the preparation of annual financial 
statements. 

64. Compliance with laws and regulations was not reviewed and monitored by the accountina 
officer. 

Governance 

65. The audit committee did not adequately review the financial statements and annua! 
performance report for adequacy, reliability and accuracy prior to submission for audit 

66. Internal audit did not review the financial and performance reports prior to its submission to 
the audit committee or external auditors. 

67. The risk assessment procedures implemented by the municipality were not adequate, as all 
risks affecting the municipality were not identified. 



Polokwane 
30 November 2012 



auditor-general 

SOUTH AFRICA 
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